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. Crhairman ané Yenmbters of the Cubconrittee:

I am pleased to appsar before your Subcommittee to

- »

Yiscues our work leading up to the GAO report titled "Eetter

¥anagement Needed in DOD to >revent Frazudulsnt znd Erroneous

-

"

Contract Payments znd to Reduce Real ZProgarty ¥aintenance

"0
(1]

Costs," PSAC-80-14, issued on;January 9, 1¢80. We performed
this work as part of our basic legislative authority to in-
vesticate the receipt, Gisbursement, and application of
public funés.

fhe Comptroller General has directed that we increase
our efforts to ensure that the Gevernment cets what it pays

-

for and t?at work set out in contracts is actually performea.
In this re;iew we wanted to determine whether_pepartment of
De fense (DOD) installations are susceptible to the same type
of fraud and abuse problemé that have plagued the General
Services Adminisfratién. Since DOD contracts have the same
potential for mismanagement, our review was designed to de-
termine if (1) controls were adeguate to ensure procer coﬂ-
tract payments and (2) the required services were obtained
economically. The contiacts.we audited at each installation

were generally for recurring work, such as painting, building

repair, floor covering, roofing, and paving.
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wEAT DID WE FIND?

We found that contract administration at the Army, XNavy,
2nd Air Force installations we visited was not adecuate to
o
prevent intentional or unintentional overcharges. Saveral
installations paid for much more work than was don2; sonme
oréered unnecessary work and accepted inferior work; and
lowver prices were_not obtained at some because recuirenments
forecasts were unrealistic, work specifications were inap-
propriate or poorly written, and price proposals were not
properly analyzed.

Although we see no need for more laws or more procure-.
ment regulgtions, there is a need to enforce the current laws
and regulations. We recommend that the Secrefary of Cefense
see that the Secretaries of the Army, Navy, and Air Force
strencthen controls cver the procurement of maintenance and
repair services.

DEPARTMENT OF DEFENSE POSITION

while the DOD comments were received too late to be
printed in our report {we did not receive them until
December 28, 1979, or 79 days after we asked for comments),

the Pepartment generally concurs in the findings and

. .
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eficiencies were,
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n cenerzl, a result cf a failure to
L] . . N + = PIRE T -
to'follcow existing policy and guicance &S5 sublishéd by the

Secretary of Defense and the Serwice Secretaries. As we

in mcst cases, wnen arprised of con-

mention in our rsport

-

Gitions thnrouch exit interviews, corrective actions had al-
ready teen taken; were veing taken, Or we&re plaznned to b

taxen. Since +the full text of DOD's comments were not re-

J

ceived in time to be printed in our report, we nave included
them as an attachment to this statement.

SPECIFIC EXAMPLES

Our report contains a number of specific examples of the

types of proplems our auditors found when they’ictually at-
tempted to physically verify contractor perfofﬁancgg
PHOTO #1 (See p. S of GAO report.)
Fort Sam Houston paid a contractor $560 for painting
2,800 square feet of surface on this buildin;: When our
auditofs went out to see the paint job, they found thaf
the building was made of stone and-that only 210 square

feet were actually painted. The paint should have cost

$42.

.
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PEOTO £2 (See p. 7 of Gx0 report.)

Fort Knox paid $419 for zzinting this bUIJdlng, but ok~
* viously the work was not per;ormed. )

PHOTO £#3 (Not in the GAO‘report.) B
This is one of our zuditors zand a Fort Rnox procurement
official standing in a vacant lot that was once occupicd
by a building that hed been demolished earlier. VYet the
records would indicate that a building was still located
on this lot and the solicitation z2sked contractors to
bid on a nonexistent structure. OCbviously, the incux-
bent contractor could unbalance his bid and bid a very

low price for a building he knew he would never rpaint.

ACDIT EFFORTS BY DOD —

Early in our performance of this work we gave our pre-
liminary findings to DOD; and on February 13, 1979, the
Assistant Secretary of Defense, Comptroller, directed all
four DOD integnal avdit agencies (the Defense Audit Se:viqe,
the Army Audit Acency, the Air Force Audit Agency, and the
Naval Audit Service) to carefully scrutinize certain activi-
ties which mlght be susceptible to perpetration of fraud.

The number of audit reports generated as of May 16, 1980,

are as follows: .
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Sefancse A2udit fervice 4
krmy Audit Ecency 25

Air frorce Rudit izency 26 . .

Naval Audit Service

TOTAL | - 60 T
These auvditors found, in general, ihe s;;; tyces of
problems we identified. By way of example, 1 Qould like to
guote from the Army 2udit fcency's advisory report for field
commangers:

“Our audit disclosed that acguisition and
contract administration functions at the in-
stallation level neeced to be strencthened.
Improverents were necded in (i) developing con-
tract sgecification and cdetermining requiréaents
(ii) improving the use of blanket purchase
agreements and imprest funds, (1ii) preparing
Government cost estimates, (iQ) cer forming and )

documenting inspections of contractor perfor-

mance, and (v) certifying contractor invoices

for payment.”
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inspectors
tracting officer representatives contributed
.to the causes of the contract—edministration

and surveillznce conditiorns noted during the

audit. Hcwever, many jnstallation level prob-

1ems occurred primarily because xey installation

personnel (Commanders, Contracting Officers,

)

Contracting Officer epresentatives and Facil-
itiés Engineers and their inspectors) did not
enforce prescribed procedures and controls, or
their contract agmninistration efforts were not
organized. A major reason for the lack of or-
canization was that jocal commands did not de-
velop criteria explaining and establishing
contract administration responsibilities. Com-
pliance with prescribed procecures and devel-
‘opment of local criteria and guidance would
reduce administrative costs and incidences of

paying contractors for unsatisfactory work or

for work not perZformed.”
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tegrity rez:-=r thanp inspecting work first-
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result, contractors were often

[

hand. As
paid for su:standarg Eer fermance or non-
performance.. Inspections znd surveillance
were inadec.-zt2 or not rerformsd at all on
meny contrz:-=zs. Contracting officer repre-
sentatives =zagd inspectors did not maintain
adequate fiZ=s or brepare reports to document
inspections when made. And when reporés were
made, they ¢:id not reach the contracting of-
ficers for éopropriate action. Some con-
ttactéwaid r.ot have adeguate damage clauses
to force perZormance or default the contrac~
tbt. We found that contracting officer rep-
resentatives zand idspectors were often un-

aware of their individual fesponsibilities

:and/or the specifications of the contracts

they were responsible for inspecting.”
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Fraud in the Government

(RN ek

O | WA

is a multifacgted oreovlem”

despite continral efforts to improve the ability to combat

e Y

fraud and related irregularities. Two arezs nezding in-

Crcased vigilance and close scrutiny are contracting out and

increased reliance on contractor compliance.

Contractinc out

A trend in the Government has been to contract for sup-

port functions instead of relying on in-house military or

civilian personnel.

Experience has shewn that local-level

contracts are vulnevable to fraud primarily in the contract

administration phase.

When contract administration is weak,

-

contractors have defrauded the Government by biiling for

services not performed or supplies not delivered. In some

instances, they have also bribed Government prersonnel re-

sponsible for inspecting contract performance to help carry

out fraudulent activities.

As more support functions are

contracted out, the opportunities for fraud will increase.

Consequently, there should be more investigative activity in

this area.
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mhe Gavernment and especially the Department of T

have csuSstantially reduced the nutber of reople who inspect
.L" - b -~

)
supplies and services. 2As a result, greatsr responsibility

.

is placed on contractors to deliver acceptable products or
services. 1iIn theory, this §ractice should be effective to
ensure continuzd acceptable guality, but it assumes the
Government can rely on the integrity of its contractors.
Bowever, investications have shown numgrous attempts by con-
tractors to increase their profits or minimize their losses,
"cutting corners" by using substandard materials and falsi-
fying documenﬁs. In many cases, quality assureance petsonne;
were either given inadequate time or were lax in carrying
out their duties. As a result, increasing thé reliance on
contractors to police their own guality control may result
in increased fraud.

- We are continuing our efforts in this type of auvdit
work. On May 2, 1980, we distributed to all GAO divisions
ané offices a general auvdit program éor locally awarded pro-
curements. This program is a compilation'of the audit tech-
nigues used by our audito?s and Rir Force auditors in per-
forming the work we have discussed this morning.

This concludes my statement, Mr. Chairman. I would_be
L J

happy to respond to your guestions. '

Attachment

“ . - o . oo o imee Carm
e - » v oy ey R T Y g e



FITACHMEN
ASSISTANT SECRETARY OF DEFENSE
WASHINGTON, D.C. 20301
LMIANPOWER, L e *
RESERVE AFFAIRS - e,
&ND LOGISTICS 17022750
- a———— '
l'h‘ Jn d-' StO.LE:’C'N -
Di:?ct&r, rrooiratant and
Systens. tequ’sition civicion
US Genaral AcCoutiing OfFfice
washingian, D.C. 20348
Lezr Mr, Stolzrow: .
-Nis is In resspense Lo your lztter of 10 Cetober 1979 te the Secretary of
Cefense 1 wErding coples of the dref: report, "Setiter Yenagsment Neadaé to
Frevent rrzusulisrt zng Erronecus Cenir vt f:wurnbs ard to Feduce Defense

Teal rroperty ¥zinterznce Cosis" (CSD Case #5294, Code g50469) .
The draft report hes

the Mil_."cry Depertments. Our caments resuitinz from £
enclcsed, .-

Desn reviewed Ly this office angd the hezdguarters of

We apprecizte the copcrtunity to review ard ccrmmt @ the draft repart.

cresenced therein will be helipfil in our overall e

The informztion ¢

fort

to Imprceve u}’l... mz-.r:.&_.ent and efficiency of the Department of Ceferse

Re2l Prcperty Mz 2intenznce Activities.

Sincerely,
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Richard Danzig '
Principal Deputy Assistant () ,'
Secretary of Defense (MRAEL) -
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"Eetier Mzmzcement Needed to Prevent rrauduient end Zrronscus o cntract

Feyments ené to fsduce Defense Fezl Prooparty Maintenance Coste"

. :

I. Fositlon Siummaries

- 2 >
A. GAO Feosition - .
CLD recamends thes Seersiary of Definse se2 that the Ssrvice Sscoret
st -..g:ren controis cver the procursmant of maintenznce =nd repalr
services. In esizblisning mers effeciive controls, the Ssrvices
should consider def’clencies identified in this repcrt znd in cnseing
intern2l audits.
3, Deferse Fosition

The Derariment of [efense gener2lly concurs in the findings zn nd
recammendaticns of b:l.s repcrt. Tne deficiencles were, in generz =1,
2 result of a fail'.u'e uo folicw existing policy and guidance 2s
puclished by the Secrstery of tefense and uno Service Secretaries.
As roted in the rﬁadrt in mest ceses, whEn o*'isea of corditicns
through exit *nt—rviews ccrmeetive acticns had alreacy besn taken,
were teing teken, cr were planned to be ‘a.ne'x.

I. Fecamendztions and Fespcnses Rl -

ATTACEMEINT

Fecarenizt

ion: Zncourazce the use of lunp-sum contracts wnhenever

practicacie

Resporse:
Contract Gr

price contra

.Fecammencat

zrd econaricelly advantegeous.

Concur. Tnis office has initizted a2n Ad Hoc DoD Se.v'v*c=a
oup to increzse the use cf performance oriented fim-fixed

cts.

ion: FEnsure that sufficient nunbsrs of acdecuztely trained

perscnnel,
functions.

nesponse:
stalfing cr

zre assignesd to the inscection and contract administration

Concur in part. Within limited personnel resowrces,

tzriz will De re—evaluzted and increases mzde if warranted.

Additionz1ly, several courses heve teen initiated to besttler train
inspectors and contract agninistration persconel to overcane the

problems no

ted in the report. .

Fecarmen-ztion: T—.equire trat detailed irnspection reccrds, ineluding
meesur=r=nts ard ceicuwztions, te rmaintaired in suppcrt of corkreact

peyments.

s



:‘To treat maintenance contracting as an ifem of specizl int
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Fzstermse: Conowr.  Current regulaticons 4o regquire dooumentation cf
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Irsproticns of eontract work. Festressing nls 22 the
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trziring manticned sbove will zllievizte the prodlzm of nor-carp-_lznce
R -- -"- 2
with existing reguizvicns,
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Szcamandztlon: Fezguire routine, indeperdant tests of each Inmspaeilr's
WIrK.,
» ——,
= - T P - - P
Fesponse: Do not concur. Supsrviscrs end contraeting cfficers are alrezdy
PP R T gt = -t - P UL S|
reguircd to do this end intermsl reviews, Inspector Generzl and aucic
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gotivities now treat melncensnce cc,tract_:& 2s a specizl Intersst iten.
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By Lmzroving inscector trzining and strengt shening intermzl zudits in this
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erea, corrsctive action can be accomplishzd without adding enciher layer
- -~ - o8- P
of testing end eveluzation by higher authority.
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Saogmandaticn: Insice that rropesed work is zdasquztely plzrmed tellore
-y ~y, e S - N e - & oyt - ~ ~ < .
conzract ewerd and that svecifizatlicns ere clzar and egpproprizte.
14
Fesponse: Ccncur. lepses iIn this are generzlly the result of nen-

carpirznce with existing meregemert and icy guidence. Fe—=rphasis and
adétticnal training of zrp corizte ;e“so“rel snould heve a significent
beneficlal effect on the c0ﬂdi‘io ncted in the report.

Fecarmendztion: Strive to eliminzte untalanced bidding by improving
requir=ents forecasts end/cr utilizing contracting methods or tid
evaluztion technigues which ere not susceptible to ugbalanced bidding

Fespcrse: Concur. To the extent possible, re—smphzsis on thils protlem,

e mengcua PR P - =
coupied with acdditl training of both contract adminisiration and planning
personnel will assist in correcting the rroblem of unteliznced bids.

Recarendztion: Continue to devote a portion of internzl audit effert to
local procurement activitles. . o

Fesperse: Ceoneur. e Service Secreteries will be recuested
.':'na

cevote apororriate audit effort to ensuwre that the proolems nc
repert are reduced to a minimum. .

Eeccrrewdation- Acticn should a.so be taken to collect rast cve”charﬂos
Tdentisied in tnis review and in the Defense audits. .

Pesponse: Concur. Action has 2lready tesn initiated to collect sarme over-

charres and the Services will be advised to take 2ction as eppropriezte to

“ecoun funds identified in this report and these addressed in our owWn
Defense audits. e
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